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Who is affected by contagion?
• Investors: diversification benefits of hedge funds could be overstated
• Risk managers of hedge funds and their lenders: models that rely on historical correlations can fail dramatically
• Regulators: extremely poor performance could be pervasive across the hedge fund sector, endangering banks and investment banks 6 Main results 1 . Little evidence of contagion between hedge funds and main markets, but strong evidence of contagion between hedge fund styles 2. Contagion is magnified when prime brokerage firms have poor performance and when asset market liquidity is low 3. Performance in the currency markets is worse when hedge fund contagion is high 7 Contagion literature review: general
• Currency crises
• Eichengreen, Rose, and Wyplosz (1996) • International contagion
• Longin and Solnik (2001) • Contagion after market crises
• Forbes and Rigobon (2002) • Contagion from Latin America 
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Economic significance of results
• For each style index, calculate the probability of an extreme return for different realizations of COUNT
• Set all explanatory variables, except COUNT, to their mean values and evaluate the regression at all levels of the COUNT variable (0 to 7) • Average (median) probability that style index has 10% tail return increases from 2% for COUNT=0 to 21% for COUNT=7
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Probability of contagion conditional on COUNT variable 
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Is hedge fund contagion associated with tail outcomes for main markets?
We estimate logit regressions with the dependent variable equal to one for 10% tail event in a main market We control for levels and volatility of main markets, as well as equally-weighted return on hedge funds COUNT8 is not significant for the stock market and the bond market 
